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INTRODUCTION 


required 


House Joint Resolution 16, passed by the 50th Legislature, 
in Section 2(b) that "the Legislative Finance Committee further develop the 
cost components of the existing and proposed accreditation standards and 


evaluate the state financing method for providing a basic education in the 


3 public schools." To that end, the K-12 Education Subcommittee of the 


Legislative Finance Committee has spent the last year hearing 25 reports 


discussing the cost and financing of education. (List in Appendix B) 


The K-12 Subcommittee has considered the reports and has made the 
following decisions: 1) the quantitative portions of the Board of Public 
Education's proposed accreditation standards, as amended and as phased 


in, will be used as the cost basis in the development of the equalization 
schedules; 2) retirement costs will be included in the general fund and 
covered by the general equalization plan while comprehensive insurance, 
transportation, building, and debt service costs will not be included in the 
general equalization plan at this time; 3) a new dimension will be added to 


the equalization plan to allow consideration of teacher experience levels in 


determining the district equalization funding; 4) the current system of 


funding special education will be continued for the present; 5) equalization 
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aid distribution, other than for special education, will be based on ANB; 
6) cost of providing education will be equalized by setting the foundation 
at 100 percent of the scheduled cost of complying with proposed 
accreditation standards with retirement, and allowing districts to spend up 
to 25 percent over this amount with a vote. The first 10 percent of the 
voted 25 percent would be power equalized at $100 per ANB per mill. The 
remaining 15 percent would be unequalized; 7) those districts whose 
budgets exceed 125 percent of scheduled amount will be allowed 4 years in 
which to make equal reductions in their budgets to bring them within the 
expenditure limitation; and 8) P.L. 81-874 funds will be included as 
resources for equalization. 

The purpose of this report is four-fold. First, the report presents a 
cost schedule which incorporates the subcommittee decisions. Second, the 
cost of meeting the proposed accreditation standards plus retirement are 
estimated by district for fiscal 1986. Third, inflation-adjusted costs are 
estimated for fiscal years 1990, 1991, and 1992, based on the phase-in 
schedule proposed by the Board of Public Education. Fourth, the 


equalization plan for funding public education is presented. 


SCHEDULE OF COSTS 
The calculated schedule presented in this report is based on fiscal 
1986 component costs for regular and vocational education and on full 
implementation of the proposed accreditation standards. It incorporates 
changes made by the Board of Public Education and the subcommittee since 
the June 23, 1988 report entitled, "Cost of Complying with the Proposed 


Accreditation Standards." 


| 
Programs required to comply with the Accreditation Standards 


The cost of complying with the accreditation standards includes a 
portion of the expenditures from the general and retirement funds. The 
included expenditures are those expenditures for regular and vocational 
programs which are defined by the Accreditation Standards and Montana 
statute. As shown in Table 1, fiscal 1986 expenditures for the cost 
components of the general fund programs which are a part of this study 
are $384 million or nearly 87 percent of the total general fund 
expenditures. The $58.5 million general fund expenditures shown in Table 
1 excluded from this study are $13.4 million for extracurricular programs, 
$2.8 million for enterprise programs, $1.8 million for miscellaneous 
programs, and $30.9 million for special education. In _ addition, 
expenditures of $9.6 million from within the regular and_ vocational 
programs, mainly for purchase of land and buildings, construction, and 
major equipment, has been excluded. 

Table 1 


Cost of all School Programs Relating to Basic Education 
Fiscal 1986 


Programs Programs Total Expend. Percent 

Expenditure Included in Excluded from for K-12 Included In 

Type Cost Study Cost Study Education Cost Study 
General Fund $384 ,435,833 $ 58,537,021 $442,972 ,854 86.79 
Transportation Si 28,935,684 28,935,684 0.00 
Bus Depreciation == 3,137,906 3,137,906 0.00 
School Food =0— 17,851,831 17,851,831 0.00 
Tuition =0- 1,077,793 1,077,793 0.00 
Retirement 44,634,796 5,893,170 50,527,966 88.34 
Miscellaneous =0- 11,772,551 11,772,551 0.00 
Comp. Insurance 1,692,300 5,675,110 7»367,410 eae A 
Adult Education == 1,984,725 1,984,725 0.00 
Debt Svc. and Building -0- 64,913,456 64,913,456 0.00 
All Other -0- 45,406,129 45,406,129 0.00 
Total $430 ,762,929 $245,185,376 $675,948 ,305 63.73 


The cost of retirement benefits for personnel included in this study 
are $45.3 million, or 90 percent of the total retirement fund. Retirement 
expenditures of $5.3 million hanes been excluded from consideration as a 
cost component of this study. These benefits were paid for personnel in 
special education, extracurricular programs, and food service programs 
which are not a part of the basic education as defined by this study. The 
expenditures from the comprehensive insurance fund are $1.7 million for 
worker's compensation for regular and vocational programs. 
Comprehensive insurance fund expenditures of $5.7 million for other 


insurance have been excluded. 


Component Costs of Complying with Accreditation Standards 


The components of education which would be required by either the 
standards or statute under both the current and the proposed standards 
are listed in Table 2. The first column of numbers contains the calculated 
cost of complying with the current accreditation standards for each 
component. The calculated cost of each component under the proposed 
standards is listed in the second column. The third column contains the 
differences in millions of dollars, by component, between the current and 
the proposed standards, and the fourth column shows the percentage 


changes in costs between the current and the proposed standards. 


Table 2 
Calculated Cost of Each Educational Component for 
Current and Proposed Standards - Fiscal 1986 


(Millions) 

Component Current Std. Proposed Std. Difference Z Difference 
Superintendents $ 6.151 $ 5.912 $(0.239) (3.89) 
Dist. and Business Admin. 4.401 4.419 0.018 0.41 
Principals hae WA) 16.997 4.818 39.56 
Teachers 168.095 175.766 7.671 4.56 
Aides 0.000 3.573 3.5735 ==> 
Counselors 4.261 10.705 6.444 151.23 
Librarians 5.503 8.953 3.450 62.69 
Secretaries 6.849 9.186 2.337 34.12 
Temporary Salaries 3.211 Sekic 0.101 3.15 
Benefits 48.829 55.359 6.530 MESS ES/ 
Library Materials 1.658 2.804 1.146 69.12 
Books and Supplies 16.888 16.888 0.00 0.00 
Plant Costs 61.353 61.353 0.00 0.00 
Other Gen. Fund Costs 10.798 10.798 0.00 0.00 

State Totals $350.176 $386.025 $35.849 10.24 


Table 3 shows the actual FTE administrators and certified employees 
compared to the FTE calculated for the current and the proposed stan- 


dards. 


Table 3 
Comparison of Actual FTE with FTE Required Under Current and 
Proposed Standards - Fiscal 1986 


SS 2 SoS FE > SSS ee) a COMpar SO Ns aa 
Current Proposed Actual Actual Current 
Employees Actual Standards Standards to Current to Proposed to Proposed 
Superintendents 155.3 151.5 142.0 (3.8) (13.3) (9.5) 
Principals 459.6 335.0 474.0 (124.6) 14.4 139.0 
Teachers 8,654.0 7,547.5 7,895.5 (1,106.5) (758.5) 348.0 
Counselors 318.7 157.2 419.0 (161.5) 100.3 261.8 


Librarians 325.2 237.3 398.9 (87.9) CSET S 161.6 


*Estimated regular FTE teachers. 


As can be seen in the fourth column of the table, the number of 
personnel required by the current standards is less than the actual 
numbers in all categories. For example, there were 3.8 more FTE 
superintendents and 1,106.5 FTE more teachers than were required by the 
current standards in fiscal 1986. 

Actual personnel are compared in column 5 of Table 3 to the 
personnel necessary to comply with the proposed standards. For example, 
100.3 FTE more counselors and 758.5 fewer FTE teachers will be required 
by the proposed standards than actually employed. 

The personnel requirements for complying with the current standards 
are compared to the personnel requirements of complying with the proposed 
standards in the last column of Table 3. As can be seen in this column, 
the proposed standards require more personnel in all categories except 
superintendents. For example, the current standards require 261.8 FTE 
more counselors than do the proposed standards. 

Table 4 compares the actual cost of library materials, books and 
supplies, plant costs, and other general fund costs to those which are 


calculated under both the current and proposed standards. As can be 
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| 
seen in the table, the calculated costs for all but library materials are the 


same for both the current and proposed standards. 


/ 


Table 6 
Comparison of Actual Costs for Library Materials, Books and Supplies, 
Plant Costs and Other General Fund Costs with Costs Calculated 
to Comply with Current and Proposed Standards - Fiscal 1986 


(Millions) 
Current % Change Proposed Z% Change % Change 
Category Actual Standards Actual/Curr. Standards Curr/Prop Actual/Prop 
Library Materials 3.151 1.658 (47.38) 2.804 69.12 (11.01) 
Books & Supplies Welszyai| 16.888 (12.59) 16.888 0.00 (12.59) 
Plant Costs 63.510 61.353 (3.40) 61.353 0.00 (3.40) 
Other G.F. Costs 15.879 10.798 (32.00) 10.798 0.00 (32.00) 


For library materials the calculation of costs for the proposed 
standards would result in costs 69 percent higher that would the 
calculation of costs for the current standards. The calculated costs of the 
proposed standards for library materials would be 11 percent less than the 
amount actually spent in fiscal 1986. The calculation of the costs of 


library materials is discussed later in this report. 


The Funding Schedule 


The costs of complying with the proposed standards were calculated 
for each district, using elementary and high school teacher salaries equal 
to 70 percent of the statewide average. Those calculated costs were then 
divided by the fiscal 1986 average number belonging (ANB) to determine 
the calculated cost per ANB for each district. The resulting amount per 
ANB would have been necessary for fiscal 1986 if all districts had 65 
percent or more of their teachers with three years or less experience. 

The calculated costs per ANB were graphed and a curve was fitted 


mathematically to determine a schedule of payments per ANB. These 
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\ 
amounts were then put into schedule format as shown in Table 5. A base 


amount is added to a specified amount per ANB to calculate the total 
/ 
funding for each district. 


Table 5 
Schedules for Determining Funding 
(FY86 Full Implementation of Standards) 


Additional Amount 


Per ANB 

ANB Base Amount Multiplied by ANB 
Sere sss 55> 5 2 2 SS ees Blementai i i i 
1-15 Sole O25 + $ 132 per ANB 
i= ay? 33,000 + 3,960 for each ANB over 15 
23-40 60,000 + 777 for each ANB over 22 
41-60 74,000 + 3,205 for each ANB over 40 
61-88 138,000 + 4,433 for each ANB over 60 
89-200 265,000 + 972 for each ANB over 88 

+ 


201+ 372,000 1,672 for each ANB over 200 


gir uae cha’ aii" aa i et High sehool = S505 S05 a Sas as 


0-50 $190,000 + $1,360 per ANB 

51-85 258,000 + 1,094 for each ANB over 50 
86-110 296,000 + 4,000 for each ANB over 85 
111-205 396,000 + 1,630 for each ANB over 110 
206+ 550,000 + 2,048 for each ANB over 205 


Calculating Each District's Foundation Amount 

Equalization amounts were determined for each district through the 
use of three steps. First, the base amount was determined for each 
district, using the Table 5 schedules. Second, the estimated experience 
level of the teachers in each district was determined, allowing each district 
to be assigned to one of three experience categories. Finally, the base 
schedule was multiplied by the factor for teacher experience to determine a 
total funding estimate for each district. Each of these steps is discussed 


individually in the following sections of this report. 
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Teacher Experience Level 


The estimated experience level of the teachers in each district was 
determined through analysis of fiscal 1986 experience data from the Teach- 
er Retirement System files. Total credited experience, less military expe- 
rience, was determined for all regular and vocational teachers in each 
district. The number of teachers having one year, two years, and up to 
30 or more years experience was determined by district. Districts were 
then classified in one of three categories, depending upon the experience 
level of their teachers, as shown in Table 6. 

Table 6 


Percent of Teachers by Experience Category 
Fiscal 1986 


District es = = Experience Level of Teachers - - - - - - - 
Category 3 yrs. or Less 4 to 6 yrs. More than 7 yrs. 
il 65-100% 0-35% 0-35% 

2 0-64% 35-100% 0-64% 

3 0-35% 0-35% 65-100% 


Category 1 districts had teaching staffs which were the least experi- 
enced. Sixty five percent or more of category 1 teachers had three years 
or less experience. Districts in category 2 had more than 35 percent of 
their teachers in the mid-range of experience. Category 3 contains dis- 
tricts with the most experienced teachers. All districts which had 65 
percent or more of their teaching staff at an experience level of more than 
seven years were assigned to category 3. 

Districts with teachers in category 1 would have no increase in fund- 
ing above the base schedule. Category 2 districts would receive the base 
schedule increased by 16 percent because they have teachers in the mid- 


range of experience. Category 3 districts would receive the base schedule 


\ 
increased by 27 percent because they have teachers at the higher experi- 
ence levels. Therefore, the base schedule is adjusted by the multiplier 


anes: 
for the teacher experience increment. 


Total Cost Level 


The final step in estimating the total cost level for each district is to 
multiply the base schedule by 1.0, 1.16, or 1.27, depending upon the 
teacher experience category which is applicable to the district. 

Table 7 
Total Calculated Funding Compared to 


Current Schedules and to Actual Costs 
Fiscal 1986 


Est. as Est. as 
High Sch. Total Base Exper Total Est Fiscal 86 Z% of Actual FY Z of 
District ANB Cost Multi Cost MGFWOV MGFWOV 86 Costs Actual 
Lima 51 $ 259,094 1.00 $ 259,094 $ 207,346 125.0 $ 211,482 122.5 
Big Sandy 109 392,000 Waar 497,840 298,599 166.7 502,354 99.1 
Chinook 186 519,880 1.16 603,061 447,665 134.7 705,937 85.4 
Bigfork 341 828,528 1.16 961,092 711,462 135.1 928,854 103.5 
Havre 775 1,717,360 i esr27/ 2,181,047 1,529,075 142.6 2,314,099 94.3 


As illustrated in Table 7, the scheduled amount for any particular 
number of ANB differs according to the size of the district and the expe- 
rience level of the teachers. Lima High School would be _ allocated 
$259,094, while Big Sandy High School would receive an_ estimated 
$497,840. Big Sandy would receive a higher amount because it has more 
teachers who have more experience. The total funding which would have 
been necessary to fund all districts in fiscal 1986 is $388.9 million. 

Table 7 also compares the estimated cost in column 4 to the actual 
fiscal 1986 maximum general fund without a vote in column 5. As can be 
seen for Lima High School on the first line, the estimated cost would be 


$259,094, compared to the actual scheduled amount of $207,346. The 
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estimated amount is 125 percent of the scheduled amount allowed without a 
vote in fiscal 1986. 

The final two columns of Table 7 show the actual costs for the educa- 
tional components necessary to comply with the proposed accreditation 
standards. Using Lima as the example, actual costs for fiscal 1986 for 
these components were $211,482. The estimated cost is 122.5 percent of 
this amount, as shown in the last column. The actual cost excluded 
expenditures for extra-curricular, enterprise, and miscellaneous programs; 
expenditures for special education; and expenditures for land, building 
construction, and major equipment. 

This table illustrates two points. First, virtually all districts would 
receive more funding under the proposed schedule than the maximum 
general fund without a vote in fiscal 1986. For the districts illustrated in 
this table, the estimated cost ranged from 125 to 167 percent of the 
maximum general fund without a vote. Second, the estimated cost from the 
calculated schedules would provide varying percentages of actual costs. 
Some districts, such as Lima, will require substantially more dollars than 
they actually spent in fiscal 1986, just to comply with the proposed 
accreditation standards. Districts such as Big Sandy and Bigfork would 
require approximately the actual costs. Other districts, such as Chinook 
and Havre high schools, would require less than actual expenditures under 
the calculated schedule. They actually spent more in fiscal 1986 than 


would have been required to comply with the proposed standards. 


Phased-in Cost Estimates 


The cost estimates presented here are based on the assumptions that: 
1) the cost increases should be phased-in as the proposed standards are 


phased-in; 2) costs should be adjusted for inflation; and 3) neither the 
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changing proportion of teachers in each experience category in succeeding 

fiscal years nor the yearly ANB differences will significantly affect the 
_— 

total costs in the next biennium. These assumptions are discussed 


individually in the following section of the report. 


Adjustments for Phase-In and Inflation 


The Board of Public Education has chosen a phase-in process by 
which most of the quantitative portions of the proposed standards will be 
implemented in fiscal 1992 and fiscal 1994. Since the proposed schedule 
has been calculated on the basis of full implementation at fiscal 1986 costs, 
the costs must also be phased in and then adjusted for inflation. Table 8 
summarizes the estimated funding which will be necessary for all districts 
to comply with the proposed standards in fiscal years 1990, 1991, and 
1992. The funding schedules for 1990 through 1992 using the phase-in 
and inflation estimates contained in Table 8 are found in Appendix C. 

Table 8 


Estimated Total Cost of Complying with the Accreditation Standards 
Through Fiscal 1994 


FY86 Est. Cost Yearly Compounded Tot. Cost of 
Fiscal Total FY Percent of Prop. Stds. Percent Inflation Proposed Stds. 
Year 1986 $ Implemented (in millions) Inflation Multiplier (in millions) 
1986 $388 ,895,696 90.00 $350.0 Base Base $350.0 
1990 388,895,696 91.15 354.5 4.71% 1.1245 398.6 
1991 388,895,696 91.15 354.5 5.31* 1.1842 419.8 
1992 388,895,696 96.95 377.0 5.15% 1.2452 469.5 
1993 388,895,696 96.95 377.0 N/A Se == 
1994 388,895,696 100.00 388.9 N/A ad a2 


* Estimated CPI 


The first column of Table 8 shows the total estimated cost to fully 
implement the proposed standards in fiscal 1986 dollars. The second 


column shows the estimated percentage of the costs which would be phased 
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in in fiscal years 1990 through 1994. It has been estimated that the initial 
implementation of the proposed standards would represent the implementa- 
tion of 90.00 percent of the calculated costs of compliance. The implemen- 
tation would be 91.15 percent complete in fiscal years 1990 and 1991, 96.95 
percent complete in fiscal years 1992 and 1993, and would be 100 percent 
complete in fiscal 1994. The third column shows the estimated cost in 
fiscal 1986 dollars which would be necessary for each year of the phase-in 
of the proposed standards. The fourth column shows the percentage 
adjustment in the fiscal 1986 dollars which would be necessary to account 
for inflation. The fifth column shows the compounded amount for inflation 
which must be multiplied by the fiscal 1986 dollars in column 3. Finally, 
the last column estimates the number of actual dollars which would be 
necessary to fund the calculated schedules in each of the indicated fiscal 
years. As can be seen in the last column, the calculated schedules will 
require estimated funding of $398.6 million in fiscal 1990 and $419.8 million 


in fiscal 1991. 


Equalization Plan 


In order to increase the equity provided to students and taxpayers 
under the new school funding system, the funding proposed in this report 
will fully equalize the maximum general fund budget without a vote (the 
cost of the proposed standards) and apply an expenditure cap of 125 
percent of the maximum general fund budget without a vote. 

The proposed equalization plan will equalize at least 88 percent of the 
total school district general fund expenditure level by setting the 
foundation amount at 100 percent of the maximum general fund schedules 


and allowing districts to spend up to 125 percent above the scheduled 
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amount. The first 10 percent abeve the schedules would be equalized; the 
last 15 percent would be unequalized. 

The implementation of the apoden equalization plan will be phased-in 
over a four year period so as to reduce the disruptions to the existing 
school system. The 125 percent expenditure cap is fully implemented in 
the 1992-1993 school year. The expenditure limitation in fiscal years 1990 
through 1993 is phased-in in equal increments over the four year period. 
For example, if a district's 1989 expenditures are 205 percent of its 
funding as developed under the proposed schedules, the 80 percent excess 
would be reduced to 185 percent in fiscal 1990, to 165 percent in fiscal 
1991, to 145 percent in fiscal 1992, and to 125 percent in fiscal 1993. 

During the four year phase-in, the state share of public school costs 
would be the same as when the system is fully implemented. Districts 
would generate the additional revenues above the schedules through 
unequalized levies. However, the state obligation in fiscal 1990 would not 
be greater than the obligation created by the fully implemented formula. 

In designing the public school finance system, the legislature balance 
a number of factors and competing goals. These factors are reviewed in 


the following pages. 


Student and Taxpayer Equity 


Equity is defined as the equal treatment of equals and the unequal 
treatment of unequals. Student equity is achieved when variations in per 
pupil expenditures are due solely to educationally relevant cost differen- 
tials. Educationally relevant cost differentials include additional funding 
for handicapped, bilingual, economically disadvantaged, and gifted and 


talented children, and for costs associated with sparsity and density of 
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population, cost of living, and special socioeconomic characteristics within 
a district. 

Taxpayer equity requires that the ability to generate revenues for 
public schools not be a function of local wealth. Taxpayer equity occurs 
through equalization of district revenues so that districts are able to 
provide equivalent levels of school services at equivalent tax rates. Under 
an equitable system, variations in tax burdens among districts reflect the 
quality of the school programs that district taxpayers have chosen. In 
this report, taxpayer equity is evaluated in terms of the variation in mill 
rates paid by districts to fund schools. 

When fully implemented, the plan equalizes 88 percent of school 
district revenues, thus providing for a high degree of taxpayer equity. 
Expenditures per pupil cannot vary by more than 25 percent among 
districts except for educationally relevant reasons. However, to the 
extent that greater taxpayer equity exists, student equity may be im- 
proved. When funds are more equalized, districts are provided with a 
greater incentive to spend at higher levels, knowing that district levies 


will be matched by state dollars. 


Local Control 


The concept of local control implies that local school boards make 
decisions regarding educational programming, teacher hiring and compen- 
sation, administrative policies, school building construction, transportation, 
and the level of district expenditures. Any statewide funding program 
which attempts to achieve student and taxpayer equity through expendi- 
ture and/or revenue caps will also limit the access of districts to local 
wealth. Equalization plans improve the access of poorer districts to school 


funding, thus expanding their budgetary choices. These same plans 
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restrict the access of wealthier districts to their local property tax bases. 
The result is that local control is limited to the extent that program offer- 
ings, the hiring and conipeneddion of teachers, administrative policies, 
building construction, transportation, and other district expenditures are 


limited by budgetary restrictions. 


Controlling Educational Costs 


The proposed public school finance system contains features which 
control the state's share of school costs. The system guarantees a 
foundation program amount but does not allow unlimited equalized levies 
and therefore, does not place an unlimited financial obligation on the state. 
Equalized mill levies give property-poor districts, which receive a high 
percentage of state funds from equalized mills, an incentive to set high 
mill levies in order to benefit from state funds. The limit of equalization 


to 10 percent above the foundation amount limits the state's obligation. 


Equalization of pay 874 Funds 


In designing a new funding system, two concerns exist relative to 
P.L. 874 funds. The first concern is preserving the local contribution 
rate which determines how much federal funding each district receives. 
The second concern is designing a system that allows P.L. 874 funds to be 
equalized. 

The 88 percent equalization of revenues provided is likely to allow the 
state to meet the federal wealth neutrality test for equalization of P.L. 874 
funds. Using fiscal 1988 as the base, the 88 percent of non-exempt P.L. 
874 funds available for equalization totals $10.3 million. The level of P.L. 
874 funding is likely to fall because local contribution rates will fall. The 
increased level of state funding provided will result in lower local 


contribution rates in the P.L. 874 districts. 
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Fiscal 1990 School District Costs | 


The general fund cost of meeting the proposed accreditation stan- 
dards, including retirement, is estimated to be $398.6 million for fiscal 
1990. Included in these costs are instructional, administrative, librarian, 
counselor, plant, books and supplies, employee benefits, retirement, and 
other costs. Not included in these costs are comprehensive insurance, 
debt service, transportation, bus reserves, and special education. 

In fiscal 1990, the first year of implementation of the equalization 
plan, maximum school district general fund expenditures could be as high 
as $525.0 million. This represents a potential increase of $26.1 million in 
general fund and retirement expenditures from the fiscal 1988 level. 
However, it is unlikely that districts will increase their general fund 
expenditures by this amount. The estimated range of general fund expen- 
ditures of school districts in fiscal 1990 is $500-507.5 million based upon 
the following assumptions: 

1) Districts which are already spending more than 125 percent of the 
fiscal 1990 cost of meeting the accreditation standards will be brought 
down in four equal increments to 125 percent of the foundation amount. 

2) Districts which are spending between 100 percent and 125 percent 
of the cost meeting the accreditation standards will continue to spend at 
their present levels. 

3) Districts that are spending less than 100 percent of the proposed 
cost of meeting the accreditation standards will be brought up to 100 
percent of the scheduled amount. 

The $500 million figure would result if the mid-range of school dis- 
tricts, those spending between 100 and 125 percent of the cost of the 
foundation program, fund their 1989-1990 budgets at the 1987-1988 level. 

If all districts increased their budgets by 5 percent from the 1987-1988 
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school year to the 1989-1990 school year, while spending at least the 
foundation amount and no more than the 125 percent of the schedules, the 


fiscal 1990 general fund expenditure level would be $507.5 million. 


Cost to the State and to the Districts 

Table 9 shows estimated school district general fund expenditures for 
fiscal years 1990 and 1991. General fund expenditures include regular and 
vocational programs plus retirement costs. This definition is consistent 
with the definition of general fund expenditures used to develop the 
foundation schedules. The calculations are based upon a five percent 
increase in school district budgets between fiscal 1988 and fiscal 1990 and 
a 5.31 percent increase from fiscal 1990 to fiscal 1991. 

Table 9 


Cost of Public School Funding 
Fiscal Years 1990 and 1991 


(Millions) 
Fiscal Fiscal 
1990 1991 
Scheduled Amount $398.61 $419.77 
0-25% Over-schedule 
Equalized $ 35.52 $ 37.41 
Unequalized 44.29 46.64 
+25% Over-schedule 
Unequalized 29.07 17.47 
Total Over-schedule $108.88 $101.52 
Total Funding $507.49 $521.29 
Equalized Percentage (%) 85.5% 87.7% 
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Funding the State Share of Public School Costs 

Under the present structure, the following sources of revenue are 

PFE 

available to the state for public school equalization in the 1991 biennium: 

1) Individual income tax (31.8%) 

2) Corporate license tax (25%) 

3) Coal severance tax (3.8%) 

4) Common school interest and income 

5) U.S. mineral royalties (100%) 

6) Education trust interest (67.5%) 

7) 45 mill county levy 

8) Other county equalization funds 

9) Net lottery revenues 

The estimated revenues, based on a cursory review of revenue trends 
available from all of these sources for fiscal 1990, will total $262.9 million. 

P.L. 874 monies are not included under the equalization plan in fiscal 
years 1990 and 1991 because the state is unlikely to meet the federal test 
for equalization of these funds until the new equalization plan is fully 


implemented in fiscal 1993. 


State Share of School Funding 

The funding is based on total school expenditures of $507.49 million 
in fiscal 1990 and $521.29 million in fiscal 1991. The present funding 
structure uses a foundation program, a permissive program, and 
unequalized district revenues. The proposed equalization plan is modeled 
after the present structure, but sets the foundation amount at the cost of 
complying with accreditation standards plus retirement and replaces the 
permissive with '"power-equalized" voted levies. Power- equalizing 
guarantees that one mill will generate a minimum level of dollars per stu- 
dent. Power-equalizing without a recapture provision is similar in concept 
to the present permissive levy. If a recapture provision is attached to a 
power-equalized mill levy, a district raises a fixed amount of revenue per 


student per mill, no more, no less. The state would subsidize those 
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districts that cannot generate the guaranteed amount and recapture from 
those districts that generate more than the guaranteed amount per pupil. 
Without the recapture precision: the state share is higher at each level of 
guaranteed revenues and the costs increase at an increasing rate. Ata 
guarantee level of $100 per student per mill, 330 out of 379 operating 
elementary districts would be subsidized; these districts contain 98 percent 
of all elementary students. 

In determining the state share of the cost, a power-equalized mill 
with recapture has been used. Table 10 shows the state share of school 
costs in fiscal 1990. The state share of equalized revenues is calculated 
on the assumption that the state guarantees that one mill will raise 
$100/ANB per mill, no more, no less. The revenues of districts raising 
more than $100/ANB per mill will be recaptured by the state. The calcu- 
lations in Table 10 are based on tax year 1988 taxable valuations. The 
statewide taxable valuation fell from $1.993 billion in tax year 1987 to 
$1.942 billion in tax year 1988. Therefore, a higher level of state support 
would be required to guarantee $100/ANB per mill in fiscal 1989 than in 


fiscal 1988. 
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Table 10 
State Share of Public School Funding 


Fiscal 1990 
(Millions) 
Option B 
Foundation Cost $398.61 
Currently Available 262.88 
Additional Cost $135.73 
Equalized Revenues 
above Foundation 
($100/ANB/Mill) $ 30.93 
Additional Foundation 
and Equalized $166.66 
Mills to Generate State Share 
Additional Foundation 70 
Equalized Revenues 16 
Total Additional Mills 86 


The state share of equalized revenues above the foundation is $30.93 
million and the district share is $4.59 million for a total of $35.52 million of 


equalized revenues above the foundation in fiscal 1990. 
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Districts 


Elementary 


Butte 
Great Falls 
Helena 
Lewistown 
Missoula 
Bozeman 
Kalispell 
Billings 
Havre 
Laurel 
Hamilton 
Ronan 
Sidney 
Colstrip 


Secondary 


Butte 
Helena 
Great Falls 
Missoula 
Kalispell 
Bozeman 
Havre 
Laurel 
Billings 
Hamilton 
Lewistown 
Ronan 
Sidney 
Colstrip 


Actual 
Fiscal 1988 
GF + Retire 


Levies 


Table 11 


Fiscal 1990 


1990 Gen. Fund 
Levies w/out 
Inflation 


Impact of Funding on 28 Sample Districts 


Funding Proposal - - - 


1990 Gen. Fund 


Levies with 


Inflation 


Table 11 shows the impact of the equalization plan on the mill levies 


of 28 sample districts. 


The table compares fiscal 1988 general fund and 


retirement levies to the mills that would be levied in fiscal 1990 with and 


without inflation in school district budgets. 
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The fiscal 1988 mill levies 


include the basic county levies of 28 mills for elementary districts and 17 
mills for high school districts. A comparison of the second and third 
columns of numbers in Table 11 shows the effect of inflation on school 
district budgets. Mill levies are projected to increase for this reason, 
even if no changes are made in the school funding formula. For example, 
in order to fund its projected level of fiscal 1990 expenditures, without 
any changes in the school funding formula, Great Falls elementary district 
would have to increase its mill levy by 15.27, Helena elementary by 4.32 
mills, and Lewistown elementary by 4.78 mills. Great Falls high school 
district would see an increase of 1.01 mills; Havre High School, 2.42 mills; 


Laurel High School, 4.49 mills; and Billings High School, 4.85 mills. 


CONCLUSION 
This report presents the K-12 subcommittee estimate of the cost of 
meeting accreditation standards proposed by the Board of Public Education 
and a plan for equalizing the cost of the proposed accreditation standards. 
Table 12 summarizes the significant features of the subcommittee's proposal 


in comparison to the current equalization program. 
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1) 


2) 


3) 


4) 


5) 


6) 


\ 


Table 12 


Comparison of Proposed Equalization Plan 


and the Current System 


Equalization of General 
Fund and Retirement Revenues 


Ratio of High-to-Low Among 
Sample District Mill Levies (FY90) 
Elementary 
Secondary 


Allowable Variation in Per Pupil 
Expenditures 


Meets Federal Test for Equalization 
of P.L. 874 Funds 


Fiscal 1990 Cost (Millions) 


State Share 
District Share 


Local Control 
Limit on General Fund 
Budget 


*When fully implemented 


CN3:kj:des 
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Current 


Unlimited 


No 
$523.87 


262.88 
252.71 


Foundation 
guaranteed, 
no upper 

limit. 


Subcommittee 


Yes 
$507.49 


429.54 
77.95 


100-125 percent 
of the cost of 
the standards 
plus retirement. 


APPENDIX A 


Appendix A shows estimated general fund expenditures for regular 
and vocational programs and retirement expenditures in fiscal 1988 for each 
school district. The appendix also shows the proposed level of funding 
under the foundation program and projected general fund expenditures for 
regular and vocational programs plus retirement for fiscal 1990. Expendi- 
tures are projected to increase for those districts that are spending at 
least the foundation amount but have not reached the expenditure cap. 
The column entitled "FY 1988 General Fund and Retirement Levy" includes 
the mandatory county levies of 28 mills for elementary districts and 17 
mills for high school districts, county retirement levies, and district 
general fund levies for fiscal 1988. The last three columns show the 
components of total district general fund levies under the proposed equal- 
ization plan. Every elementary district would have a mandatory levy of 
81.32 mills; every high school district would have a mandatory levy of 
49.68 mills. The power-equalized mill levy funds district general fund 
expenditures between 100 and 110 percent of the foundation amount. The 
unequalized levy funds district expenditures above 110 percent of the 
foundation amount. The expenditures covered by the levies shown in the 
column entitled "FY 1988 General Fund and Retirement Levy" are compara- 
ble to the expenditures covered by the "Total Mill Levy" under the pro- 
posed fiscal 1990 funding plan. 

Several districts show total fiscal 1990 general fund levies greater 
than 200 mills. These districts are P.L. 874 districts which have small tax 
bases relative to the number of students in the district. Districts such as 
Pryor Elementary, Wyola Elementary, Dixon Elementary, and Ft. Peck 
Elementary would need to levy high mill rates in order to cover their 


projected level of expenditures for fiscal 1990. In order to avoid mill 


levies of 200 mills or greater, it is likely that these districts would choose 


to reduce their budgets by more, than the amount required by the phase-in 


| 
of the expenditure cap in fiscal 1990. If so, their projected mill rates 
would fall rapidly with relatively small reductions in their general fund 


budgets. 
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APPENDIX B 


\ 


REPORTS PRESENTED TO THE K-12 SUBCOMMITTEE 
by the Legislative Fiscal Analyst Staff 


Topic: Cost of Educational Components 


"Description of Methodology Used for 63 Percent," by Sandy Whitney 
(November 20, 1988). 


"Cost of Accreditation Standards Study," by Sandy Whitney (Novem- 
ber 13, 1987). 

"Survey Sample Size for K-12 Education Questionnaire," 
Whitney (November 19, 1987). 


by Sandy 


"Schools Eliminated in Survey," 


1987). 


by Sandy Whitney (November 19, 


"Education Survey," by Sandy Whitney (January 19, 1988). (Results 
of a survey designed to verify information reported on fall reports 
and to obtain personnel information from 48 school districts. ) 


"Issues Important in Determining a Model to Arrive at a Cost of 
Meeting the Accreditation Standards," by Sandy Whitney (January 21, 
1988). 


"Cost Meeting the Current Accreditation Standards," by Sandy 
Whitney (April 4, 1988). 


"Cost of Complying with Current Accreditation Standards Based on 
District Average Salaries," by Sandy Whitney (May 11, 1988). 
"Additional Information on Costs of Education," by Sandy Whitney 
(June 23, 1988). (Addresses the cost of extracurricular and co-cur- 
ricular programs, beginning salaries by school size, and average 
salaries in a five-state region). 


"Costs of Complying With Proposed Accreditation Standards," by 
Sandy Whitney (June 23, 1988). 


"K-12 Teacher Salaries," by Sandy Whitney (August 19, 1988). 


"K-12 Teacher Salaries: Use of Salary Schedules," by Sandy Whitney 
(September 17, 1988) 


"Determination of a Cost Schedule and Estimation of the Costs of the 
Schedule," by Sandy Whitney and Madalyn Quinlan (October 19, 1988) 


"Teachers Excluded From the Cost Reports," by Sandy Whitney 
(October 21, 1988) 


"Calculated Costs of Complying With the Proposed Accreditation 
Standards - Fiscal Year 1986,"' by Sandy Whitney (October 24, 1988) 


Topic: Education Finance 


"Montana's Public School Funding and Delivery System," by Madalyn 
Quinlan (November 19, 1987). 


! 


"Designing a Public School Funding System," by Madalyn Quinlan 


(November 19, 1987). 

"Public School Funding Systems in Montana, Idaho, North Dakota, 
South Dakota, Wyoming, and Washington," by Madalyn Quinlan (April 
4, 1988). 


"Funding the Accreditation Standards Proposed by Project Excel- 
lence," by Madalyn Quinlan (June 23, 1988). 


"Options for Funding Insurance and Retirement Costs in School Dis- 
trict Budgets," by Madalyn Quinlan (August 16, 1988). 


"Options for Equitably Funding a Basic Education," by Madalyn 
Quinlan (October 26, 1988) 
Topic: PL-874 Federal Impact Aid 


"General Fund Expenditures of PL-874 Districts," by Madalyn 
Quinlan (January 21, 1988). 


"Equalization of Federal Impact Aid (P.L. 81-874) by Madalyn Quinlan 
(May 13, 1988). 

Topic: Definition of a Basic System of Quality Education 
"Will Accreditation Standards Define a Basic System of Quality Educa- 
tion?" by Curt Nichols (May 13, 1988). 


Topic: Progress Reports 


"Progress of the K-12 Subcommittee and Points of Consensus," 


Curt Nichols (August 19, 1988). 


by 


‘s. 


APPENDIX C 


Appendix C 
Proposed Equalization Schedules 
Fiscal Years 1990 through 1992 


- - Fiscal 1990 - - - - Fiscal 1991 - - - - Fiscal 1992 - - 
ANB Base Additional Base Additional Base Additional 
Elementary 
1-15 $ 31,801 S$) 1350 5$-335476 Sela 2ySmain 4 $ 159 
16-22 33,825 4,059 35,607 4,273 39,831 4,780 
23-40 61,500 796 64,740 838 72,420 938 
41-60 75,850 3e280 79,846 3,458 89,318 3,868 
61-88 141,450 4,544 148,902 4,783 166,566 5,351 
89-200 271,625 996 285,935 1,049 319,855 173 
200 + 381,300 1,714 401,388 1,804 449,004 2,018 
Secondary 
0-50 194,750 1,394 205,010 1,467 229,330 1,642 
51-85 264,450 TAT 2 I 278-382 1,180 311,406 1,320 
86-110 303,400 4,100 319,384 ARSON oO ote 4,828 
111-205 405,900 IGT 427. 284 1159 Ae Ot 1,967 
206 + 563,750 2,099 593,450 2,210 663,850 2,472 


Increase Factor 1.025 1.079 1.207 
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